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OATH OR AFFIRMATION

I, _Thomas Norwood , swear (or affirm) that, to the best of
my knowledge and belief the- accompanymg financial statement and supportmg schedules pertaining to the firm of

VALIC Financial. Adv1sors, Inc. , as

of December 31 . - 2005 , are true and. correct. I further swear (or affirm) that

neither the company nor any partner, proprletor prmcnpal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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This report ** contains (check all applicable boxes):

Bl (a) Facing Page.

Kl (b) Statement of Financial Condition.

Bl (c) Statement of Income (Loss).

[ (d) Statement of Changes in Financial Condition.

Bl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Kl (g) Computation of Net Capital.

Kl (h) Computation for Determination of Reserve Requxrements Pursuant to Rule 15¢3-3.

Bl (i) Information Relating to the Possession or Control-Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Fmancnal Condition with respect to methods of
consolidation.

&} (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

0

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PricewaterhouseCoopers LLP
1201 Louisiana
. Suite 2900
Report of Independent Auditors Houston TX 77002-5678
Telephone (713) 356 4000
Facsimile (713) 356 4717

To the Board of Directors and
Stockholder of VALIC Financial Advisors, Inc.

In our opinion, the accompanying statement of financial condition and the related
statements of operations, stockholder’s equity and cash flows present fairly, in all material
respects, the financial position of VALIC Financial Advisors, Inc. (the “Company”) at
December 31, 2005, and the results of its operations and its cash flows for the year then
ended, in conformity with accounting principles generally accepted in the United States of
America.  These financial statements are the responsibility of the Company’s
management; our responsibility is to express an opinion on these financial statements
based on our audit. We conducted our audit of these statements in accordance with
auditing standards generally accepted in the United States of America, which require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Supplemental Schedules L, II,
and III is presented for purposes of additional analysis and is not a required part of the
basic financial statements, but is supplemental information required by rule 17a-5 under
the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a
-whole.

Mﬁw&lﬁ

February 28, 2006
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VALIC Financial Advisors, Inc.
Statement of Financial Condition
December 31, 2005

Assets

Cash and cash equivalents

Cash segregated under federal and other regulations
Funds deposited with clearing organizations, restricted
Accounts receivable

Dealer concession receivable

Dealer concession receivable from affiliates
Advisory service fee receivable

Service fee receivable

Interest receivable

Equipment, net

Prepaid expenses

Total assets

Liabilities and stockholder’'s equity
Liabilities
Accounts payable
Accounts payable to affiliates
Commissions payable
Accrued liabilities
State taxes payable
Federal income tax payable to affiliate
Total liabilities
Stockholder's equity :
Common stock, par value $1 per share
Authorized shares - 1,000
Issued and outstanding shares - 1,000
Additional paid-in capital
Retained earnings
Total stockholder's equity

Total liabilities and stockholder's equity

The accompanying notes are an integral part of these financial statements.

2

$ 9,845,709
29,385
55,002

125,933
629,570
39,800
6,245,000
549,000
43,551
31,243
47,945

$ 17,642,138

$ 12,831
159,471
3,008,049
380,406
310,488
335,507

4,206,752

1,000
4,030,370
9,404,016

13,435,386

$ 17,642,138
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VALIC Financial Advisors, Inc.

Statement of Operations
December 31, 2005

Revenues

Dealer concession revenue

Dealer concession revenue from affiliates
Service fee income

Service fee income from affiliates
Advisory service fees

Expense reimbursement from Parent
Interest

Other

Total revenues

Expenses

Commissions

Selling expenses

Field operating expenses
General and administrative
Licenses and fees

State and other taxes
Professional fees

Clearing fees

Total expenses

Income before federal income tax
Provision for federal income tax

Net income

The accompanying notes are an integral part of these financial statements.

3

$ 18,232,340

141,191,064
10,968,740
699,340
20,016,650
27,371,507
378,285

603,687

219,461,613

157,720,040
44,531
27,371,507
5,561,678
1,201,507
960,636
70,800
1,369,414

194,300,113

25,161,500

8,937,326
$ 16,224,174



VALIC Financial Advisors, Inc.
Statement of Changes in Stockholder’s Equity

December 31, 2005

Additional
Common Paid-In Retained
Stock Capital Earnings Total
Balance at January 1, 2005 $ 1,000 §$§ 4,030,370 $ 4,679,842 $ 8,711,212
Dividends paid tc parent - - (11,500,000) (11,500,000)
Net income - - 16,224,174 16,224,174
Balance at December 31,2005 § 1,000 § 4,030,370 § 9,404,016 $ 13,435,386

The accompanying notes are an integral part of these financial statements.
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VALIC Financial Advisors, Inc.
Statement of Cash Flows
December 31, 2005

Operating activities
Net income

Reconciling adjustments to net cash provided by operating activities

Depreciation
Changes in operating assets and liabilities

Cash segregated under federal and other regulations

Accounts receivable

Accounts receivable from affiliate
Dealer concession receivable

Dealer concession receivable from affiliates
Advisory service fee receivable
Service fee receivable

Interest receivable

Prepaid expenses

Accounts payable

Accounts payable to affiliates
Commissions payable

Accrued liabilities

Federal income tax payable to affiliate
State taxes payable

Net cash provided by operating activities

Investing activities
Purchase of equipment

Net cash used by investing activities
Financing activities
Dividends paid to parent

Net cash used by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents
Beginning of year
End of year

Supplemental disclosures
Taxes paid

The accompanying notes are an integral part of these financial statements.
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$ 16,224,174
17,500

14,849
(71,483)
70,000
(120,160)
451,014
(3,333,620)
(195,369)
(27,211)
1,549
7,659
21,632
883,514
(121,566)
81,793
39,396

13,943,671

(18,736)

(18,736)

(11,500,000)
(11,500,000)

2,424,935

7,420,774

$ 9,845,709

$ 8,844,646



VALIC Financial Advisors, Inc.
Notes to Financial Statement
December 31, 2005

1. Significant Accounting Policies

Organization and Nature of Operations

VALIC Financial Advisors, Inc. (the “Company”), is a wholly owned subsidiary of The Variable
Annuity Life Insurance Company (“VALIC” or “Parent”), an indirect, wholly owned subsidiary of
American International Group, Inc. (“AIG”). The Company was incorporated on November 18,
1996, and was established to engage in the offering of mutual funds and insurance products to
customers. The Company is registered with the Securities and Exchange Commission (“SEC”) as a
broker-dealer under the Securities Exchange Act of 1934, and is a member of the National
Association of Securities Dealers, Inc., and the Securities Investor Protection Corporation. The
Company is also registered with the SEC as a registered investment advisor. The Company does
not hold customer funds or securities for customers, but operates as an introducing broker-dealer on
a fully disclosed basis and forwards some transactions to clearing broker-dealers. For transactions
not forwarded to a clearing broker-dealer, the Company forwards the transactions directly to the
appropriate fund company. The Company maintains a customer account for the exclusive benefit
of customers and promptly transmits these customer funds to the appropriate fund company, and
accordingly, is exempt from SEC Customer Protection Rule 15¢3-3, subparagraph (k)(2)(i), as
described in Supplemental Schedule II.

The Company is a party to a distribution agreement with SunAmerica Capital Services, Inc.
(“SACS”), an indirect, wholly owned subsidiary of AIG, whereby the Company distributes shares
of mutual funds, which are managed by SunAmerica Asset Management Corp., an indirect, wholly
owned subsidiary of AIG.

The Company is a party to a second distribution agreement with SACS, whereby the Company
distributes certain variable annuity contracts issued by First SunAmerica Life Insurance Company,
an indirect, wholly owned subsidiary of AlIG.

The Company is a party to a selling agreement with American General Distributors, Inc. (“AGDI”),
an indirect, wholly owned subsidiary of AIG, and VALIC, under which the Company is
responsible for the sale of VALIC’s variable annuity contracts to customers.

The Company is a party to a selling agreement with AIG Annuity Insurance Company,
(“AIGAIC”), an indirect, wholly owned subsidiary of AIG, whereby the Company is responsible
for selling various products for AIGAIC.

The Company also distributes term life insurance products for The American General Life
Insurance Company (“AGLIC”), an indirect, wholly owned subsidiary of AIG.

Income Taxes

The Company accounts for income taxes under the liability method. Under this method, deferred
taxes are determined based on the differences between the financial reporting and tax basis of
assets and liabilities and are measured using the enacted marginal tax rates currently in effect.

The Company files a separate federal income tax return.
Cash and Cash Equivalents

The Company has cash deposited in financial institutions that at times exceeds the federally insured
amount of $100,000. Management believes that the risk of loss is minimal.




VALIC Financial Advisors, Inc.
Notes to Financial Statement
December 31, 2005

Cash equivalents of $9,719,059 at December 31, 2005, consist of a money market fund with the
Bank of New York. The Company considers this investment a cash equivalent due to its having a
maturity of three months or less.

Cash Segregated Under Federal and Other Regulations
The Company maintains a special reserve bank account for the exclusive benefit of customers
under rule 15¢3-3 of the SEC.

Use of Estimates

The financial statements have been prepared in accordance with accounting principles generally
accepted in United States of America. The preparation of financial statements requires
management to make estimates and assumptions that effect reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Ultimate results
could differ from those estimates.

Dealer Concession Revenue

Dealer concession revenue represents concessions paid to the Company for sales of front-end load
mutual funds, variable annuities, and various financial service products to retail customers.
Revenues are recorded on a trade-date basis.

Service Fee Income

The Company receives service fee income, under section 12b-1 of the Investment Company Act of
1940, from various mutual fund companies and SACS, with which it has entered into certain
selling agreements. Fees are recorded on an accrual basis.

Advisory Service Fees

Advisory service fees represents fees paid to the Company for investment advisory services
provided to customers by the Company’s registered representatives. Fees are recorded on an
accrual basis when earned.

2. Deposits Held by Clearing Brokers

Under the terms of the clearing agreement between the Company and the clearing brokers, the
Company is required to maintain a level of cash or securities on deposit with the clearing brokers.
Should the clearing broker suffer a loss due to failure of a customer of the Company to complete
the transaction, the Company is required to indemnify the clearing brokers. The Company has
funds invested in money market accounts on deposit with the clearing brokers to meet this
requirement. As of December 31, 2005, there were no amounts owed to the clearing brokers by
these customers.

3. Net Capital Requirement

As a registered broker-dealer, the Company is subject to the SEC Uniform Net Capital Rule
15¢3-1, which requires the maintenance of minimum net capital and an acceptable ratio of
aggregate indebtedness to net capital, both as defined. The Company is required to maintain
minimum net capital equal to the greater of $50,000 or 6-2/3% of aggregate indebtedness.




VALIC Financial Advisors, Inc.
Notes to Financial Statement
December 31, 2005

At December 31, 2005, the Company had net capital of $5,968,084, which was in excess of its
required net capital of $280,450. The ratio of aggregate indebtedness to net capital is 0.705 to 1.

Transactions with Affiliates

During 2005, the Company paid dividends to VALIC of $11,500,000. The Company anticipates
paying dividends to its parent on a quarterly basis, which will not reduce capital below the required
level.

VALIC reimburses the Company for all salaries, employee benefits, and commissions expenses
associated with VALIC’s agents as well as expenses associated with VALIC’s field offices. These
reimbursements are included in the statement of operations as expense reimbursement from Parent.

Dealer concession revenue from affiliates of $141,191,064 consists of concessions from sales of
variable annuities, front-end load mutual funds, term insurance, and other financial services
products, and a dealer concession receivable of $39,800 represents amounts due at December 31,
2005, for these services.

VALIC charges the Company for various administrative services provided. During 2005, the
Company paid VALIC $4,668,679 for these services that are reflected in general and
administrative expenses in the accompanying statement of operations.

Accounts payable to affiliates of $159,471 at December 31, 2005, consists of $6,600 due to
American General Securities, Inc., an indirect, wholly owned subsidiary of AIG, for allocated
insurance agency expenses, $152,871 due to VALIC, of which $151,086 is for estimated overrides
owed to field management, and $1,785 for expenses paid on behalf of the Company.

Balances with affiliates are cleared no less than quarterly.
Subordinated Liabilities

The Company had no subordinated liabilities at any time during the year ended December 31,
2005. Therefore, the statement of changes in liabilities subordinated to claims of general creditors
has not been presented for the year ended December 31, 2005,

Commitments and Contingencies

During the normal course of business, the Company enters into contracts that contain a variety of
representations and warranties and which provide general indemnifications. The Company’s
maximum exposure under these arrangements is unknown as this would involve future claims that
may be made against the Company that have not yet occurred. However, based on experience, the
Company expects the risk of loss to be remote.

The Company is subject to certain legal proceedings, claims and disputes that arise in the ordinary
course of business. Although the Company cannot predict the outcome of these legal proceedings,
the Company’s management does not believe these actions will have a material adverse effect on
the Company’s financial position, results of operations, or liquidity.




VALIC Financial Advisors, Inc.
Notes to Financial Statement
December 31, 2005

Off-Balance-Sheet Risk

Some of the Company’s customer securities transactions are executed on a fully disclosed basis
through the Clearing Broker. Pursuant to the terms of the agreement between the Company and the
Clearing Broker, the Clearing Broker has the right to charge the Company for losses that result
from a counterparty’s failure to fulfill its contractual obligations. The Company has market risk on
its customers’ buy and sale transactions. If customers do not fulfill their obligations, a gain or loss
could be suffered equal to the difference between a customer’s commitment and the market value
of the underlying securities between trade date and settlement date. The risk of default depends on
the creditworthiness of the retail customers. In addition the Company has the right to pursue
collection or performance from the counterparties who do not perform under their securities
between trade date and settlement date. The risk of default depends on the creditworthiness of the
retail customers. In addition, the Company has the right to pursue collection or performance from
the counterparties who do not perform under their contractual obligations. The Company and the
Clearing Broker perform extensive due diligence with respect to each customer accepted to
minimize the Company’s risk. As the right to charge the Company has no maximum amount and
applies to all trades executed through the Clearing Broker, the Company believes there is no
maximum amount assignable to this right. At December 31, 2005, the Company has recorded no
liabilities with regard to the right. During 2005, the Company was not required to pay the Clearing
Broker any amounts for these guarantees. The Company is further exposed to credit risk for
commissions receivable from the Clearing Brokers. Such credit risk is generally limited to the
amount of the prior month’s concessions receivable.

7. Subsequent Events

On January 17, 2006, the Company paid a dividend to VALIC of $3,000,000.




VALIC Financial Advisors, Inc.
Computation of Net Capital Under Rule 15¢3-1 of
Securities and Exchange Commission

December 31, 2005 Schedule |
Net capital $ 13,435,386
Total stockholder's equity $ 13,435,386
Deductions and/or charges
Nonallowable assets
Accounts receivable 125,933
Dealer concession receivable from affiliates 39,800
Dealer concession receivable 234,000
Advisory service fee receivable 6,245,000
Service fee receivable 549,000
Prepaid expenses 47,945
Equipment, net 31,243
7,272,921
Net capital before haircuts on securities positions 6,162,465
Haircuts on securities
Money market fund 194,381
Net capital $ 5,968,084
Aggregate indebtedness $ 4,206,752
Computation of basic net capital requirement
Minimum net capital requirement (greater of 6-2/3 % of
aggregate indebtedness or $50,000) b 280,450
Excess net capital $ 5,687,634
Excess net capital at 1,000% (net capital less 10% of
aggregate indebtedness) $ 5,547,409
Ratio: aggregate indebtedness to net capital 0.705 to 1

There were no material differences between the Computation of Net Capital under Rule 15¢3-1 included
in this report and the computations included in the Company’s corresponding unaudited Form X-17a-5

Part IT A filing as of December 31, 2005.
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VALIC Financial Advisors, Inc.

Computation of Determination of Reserve Requirements Under

Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2005 Schedule Il

The Company is exempt from the computation for determination of reserve requirements under paragraph
(k)(2)(i) of rule 15¢3-3.
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VALIC Financial Advisors, Inc.

Information Relating to Possession or Control Requirements Under

Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2005 Schedule Iil

Information Relating to Possession or Control Requirements Under Rule 15¢3-3 of the Securities and the
Company is exempt from the possession or control requirements under paragraph (k)(2)(i) of rule 15¢3-3.
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PricewaterhouseCoopers LLP

1201 Louisiana

Suite 2900

Houston TX 77002-5678
Telephone (713) 356 4000
Facsimile (713) 356 4717

Report of Independent Auditors on Internal Control Required by Rule
17a-5 of the Securities and Exchange Commission

To the Board of Directors and Stockholder of
VALIC Financial Advisors, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
VALIC Financial Advisors (the “Company”) for the year ended December 31, 2005, we
considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control.

Also, as required by Rule 17a-5(g) of the Securities and Exchange Commission (the “SEC”), we
have made a study of the practices and procedures followed by the Company, including tests of
compliance with such practices and procedures, that we considered relevant to the objectives
stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11);

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

3. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company conducts business in accordance with the exemptive provisions of
paragraph (k)(2)(i) of Rule 15¢3-3, we did not review the practices and procedures followed by
the Company for the following:

1. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3;

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13;

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
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that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of
internal control to future periods is subject to the risk that controls may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no
matters involving internal control, including procedures for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures were adequate at December 31, 2005 to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the NASD, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to
be and should not be used by anyone other than these specified parties.

&Mdf

February 28, 2006




